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The flow of direct foreign investment into Mexico remains very sluggish because of a downturn
in the US and global economies and concerns about the rapid rise in crime in Mexico, particularly
cargo thefts and kidnappings. The Secretaria de Economia (SE) is now projecting direct foreign
investment for 2002 at only about US$13 billion, a sharp decline from US$24.7 billion in 2001 and US
$14.7 billion in 2000.
The sharp increase between 2000 and 2001 is attributed to a single transaction: Citibank's US$12.5
billion purchase of Mexico's Banamex (see SourceMex, 2001-05-23 and 2001-08-08), said the UN
Conference on Trade and Development (UNCTAD) in a report released in mid-September. Still, the
UNCTAD report said, Mexico was one of the few countries where investment levels grew during
2001. Total direct investment at the global level declined by 51% during 2001 relative to 2000.
The consulting company A.T. Kearney ranked Mexico as the ninth-most-attractive country for
foreign investment in its annual index, down four places from its fifth-place ranking in 2001. The
annual report is based on interviews with executives of the top 1000 global companies, which
account for 70% of all crossborder investment. A.T. Kearney is projecting investment levels for
Mexico at only US$12 billion to US$13 billion this year. The consulting company said Mexico will be
unable to attract any significant levels of foreign capital as long as reforms to the tax structure and
energy sectors are not implemented.
"Energy reform is crucial to the cost and effectiveness of doing business here," said Ricardo
Haveine, vice president and managing director of A.T. Kearney Mexico. President Vicente Fox has
sent Congress a formal proposal to boost private investment in the electricity sector, but the plan is
meeting stiff resistance (see SourceMex, 2002-09-25).

Mexican investment climate tied to US economy
Haveine said the single factor that could boost investment in Mexico would be a recovery in the US
economy. Partly as a result of the sluggish US economic performance, many private analysts have
reduced their forecasts for Mexico's GDP growth for this year to about 1.5%, slightly below the 1.7%
target set by the Fox administration. An even more important sign of the US economy's effect on
Mexico is a drop in trade between the two countries.
US statistics show Mexican-US trade in January-July of this year was down about 2.8% relative
to the same period in 2001. The decline in trade is a reversal from the steady increase in bilateral
commerce recorded since the North American Free Trade Agreement (NAFTA) went into effect in
1994. "If the US economy recovers slowly, perhaps bilateral trade will follow the same path," said
Andrew Rudman, director of the NAFTA office at the US Department of Commerce.
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Some private-sector organizations like the Centro de Estudios Economicos del Sector Privado
(CEESP) acknowledge that a slow US recovery and the lack of structural reforms are factors
inhibiting investment in Mexico.

Rising crime rate cited as a negative factor
But the CEESP, in a report published in early August, said high levels of cargo theft and other
crimes not only discourage investment but also contribute to the flight of some companies.
The CEESP report followed a similar study released in March by US financial consultant
PricewaterhouseCoopers, which said high crime rates and national insecurity scared away up to 50%
of possible foreign investment in Mexico during 2001.
One US company, Guess? apparel company, threatened to move its operations out of Mexico
because of frequent merchandise thefts. The company issued the threat after one shipment, with
more than 20,000 pairs of jeans, was stolen in Mexico state. But critics say the thefts may only be an
excuse for the company to abandon Mexico for Central American countries or China, which have
lower labor costs.
The CEESP report acknowledges that the rise in the crime rate has a direct correlation with the
downturn in the Mexican economy. Thefts increased by 72% in the aftermath of an economic crisis
in 1982 and again by 45% following the plunge in the economy after the peso was devalued in 1994.
But the CEESP noted that the crime rate does not decrease proportionally with an improvement
in the economy because criminal activities have become a lucrative industry for many groups and
individuals. "We demand that the government intensify its fight against organized crime, which has
become an obstacle for economic development," said the CEESP.
At the very least, cargo thefts contribute to higher costs for goods and services in Mexico, as
companies pass on the losses to the consumers. Raul Garcia, director of the Camara Nacional de
la Industria del Vestido (CNIV), said the cost of security is factored into the final cost of an item of
clothing, raising the price by about 5%.
Similarly, the US multinational corporation Proctor and Gamble reports that expenditures on
security account for 2% of the final value of its products on the market. "Instead of investing in
security, they could be investing in new factories or new lines of products," said Javier Prieto de la
Fuente, president of Confederacion de Camaras Industriales (CONCAMIN). "When you are dealing
with global markets, even 1% is important. We are losing our competitive edge because of these
concerns."
Cargo and merchandise theft is only one of several concerns among the private sector during times
of economic recession. For example, bank robberies throughout Mexico increased by 79% between
January and May relative to the same five-month period in 2001.

Kidnappings also become a serious concern
One of the biggest concerns in recent years has been the surge in kidnappings in Mexico. The
Procuraduria General de la Republica (PGR) estimates that an average of 732 kidnappings have
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been reported annually in recent years. In many cases, the victims are executives or relatives of
prominent show-business personalities. In other cases, known as express kidnapping, ordinary
people are abducted on the street and taken to a source of money, primarily automatic- teller
machines. Authorities sometimes treat these cases as armed robberies, but prosecutors have the
legal authority to prosecute any form of captivity as a kidnapping.
Kidnappings were nearly nonexistent before the 1980s, but exploded in the middle of that decade.
They started to decline slightly in the late 1990s, but have increased again in the last several years.
"[Kidnapping] has become so common that being abducted at gunpoint and held for weeks or
months has become part of the fabric of life, an accepted risk, a simple cost of doing business," said
a recent report in The Washington Post.
Mexico City attorney Max Morales, who helped break up a kidnapping ring in the late 1980s,
suggested Mexico may have the highest rate of kidnappings for money in the world. There are
higher per capita kidnapping rates in other countries like Colombia, but most of these are political
rather than strictly for monetary gain.
The targets are frequently wealthy executives or their families, including some foreign nationals.
The victims include the daughter of an executive for a Japanese tire manufacturer, the director of a
German car manufacturer's Mexican operation, and a Spanish banker. In all those cases, families
paid ransoms of at least US$1 million. Authorities are usually on top of most cases involving foreign
nationals.
The problem, said the PGR, is that many families of Mexican executives do not bother to report
kidnappings to authorities, opting instead to pay the ransom. The lack of reporting, in turn, has
encouraged an increase in kidnappings, the PGR said. Four or five kidnappings are reported
every week, although private security experts say the real number may be closer to 20 or 25 cases.
"Criminals do risk analysis," private-security specialist Jorge Septien told The Washington Post.
"They know that less than 1% of criminals end up in jail because there's so much corruption and
impunity. The government is giving the message to criminals that crime is a good business."
A common problem is that police and other law-enforcement authorities are often involved in
kidnappings. And even if their involvement can be proven, they are not prosecuted because of a
weak and corrupt judicial system. The involvement of corrupt law-enforcement officials has made
it difficult for business leaders to fight back. In March of this year, business executive Javier Ibanez
Sandoval and his driver were murdered in his home state of Guerrero because he led a campaign
against prominent kidnapper Pedro Barragan Gonzalez and several corrupt judges who were said to
have protected Barragan. Barragan employed such ruthless tactics as cutting off the ears and fingers
of the victims.
Kidnapping has grown to such an extent that President Fox mentioned the problem in his 2002 State
of the Union address on Sept. 1. The federal government has since created an elite anti-kidnapping
unit, which claims to have broken up 20 gangs of kidnappers, freed 134 victims, and prevented the
payment of 757 million pesos (US$76.23 million) in ransom in the past year. The arrests included
Pedro Barragan Gonzalez and several associates in Veracruz in late May.
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Four months later, authorities announced another major development with the arrest of members of
a kidnapping gang that operated in a wide area of western and northern Mexico, including the states
of Colima, Jalisco, Nayarit, Sonora, Sinaloa, and Zacatecas. The gang is blamed for the abduction of a
Japanese businessman and the son of popular singer Vicente Fernandez, and at least one murder.
The kidnapping problem has also attracted the attention of the Mexican Congress, which is
expected to consider legislation to stiffen some penalties for kidnapping. Still, legislators are less
than satisfied with the administration's efforts to combat kidnapping and other serious crimes
like murder, child snatching, and drug trafficking. During testimony by Public Safety Secretary
Alejandro Gertz Manero, legislators from across the political spectrum, including members of Fox's
center-right Partido Accion Nacional (PAN), vented their frustrations, criticizing the administration
for its piecemeal approach to fighting crime.
"A year ago the administration said it would develop a comprehensive program to fight crime,
but we have yet to see any details or formal announcements," said PAN Deputy Tomas Coronado
Olmos. [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on Oct.
2, reported at 9.93 pesos per US$1.00] (Sources: Notimex, 02/10/02; CNI en Linea, 02/07/02, 03/11/02,
06/05/02; The New York Times, 06/07/02; The Christian Science Monitor, 09/17/02; The Washington
Post, 09/17/02; Milenio Diario, 03/11/02, 03/18/02, 03/19/02, 09/18/02, 09/25/02; Reuters, 01/14/02,
08/05/02, 09/26/02; Unomasuno, 03/12/02, 09/18/02, 09/26/02, 09/27/02; Novedades, 09/19/02, 09/20/02,
09/23/02, 09/24/02, 09/26/02, 09/27/02; Dow Jones news service, 09/27/02; Spanish news service EFE,
08/27/02, 09/29/02; La Jornada, 08/02/02, 09/18/02, 09/27/02; Reforma, 02/19/02, 03/13/02, 07/10-12/02,
07/16/02, 09/18/02, 09/24/02, 09/26/02, 09/27/02, 09/30/02;La Cronica de Hoy, 03/12/02, 06/05/02,
09/10/02, 09/25-27/02, 09/30/02; El Financiero, 09/18/02, 09/19/02, 09/23/02, 09/30/02; El Universal,
02/07/02, 06/06/02, 09/24/02, 09/30/02, 10/01/02; The News, 03/12/02, 03/15/02, 03/18/02, 06/06/02,
07/08/02, 07/12/02, 08/28/02, 09/18/02, 09/25/02, 09/26/02, 09/30/02, 10/02/02)
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